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Abstract 
The paper presents the results of authors´ research in measurement of effects of innovations in economic performance of 
companies. While discussing the economic performance of companies in a context of innovations, the first point of interest is 
usually a selection of proper method to measure it because innovations have wider impact on company´s environment, both 
internal and external. Innovations themselves not only affect financial results but also substantially affect competitiveness and 
viability of a business entity. All these aspects are combined in the income based value of company. Objective of this paper is to 
determine the effect of technical innovations in company´s income based value. Subsequently, the authors make synthesis of 
these results and the results of their previous research where the economic effect of innovations has been measured at application 
of company´s gross production power. 
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1. Introduction 
Performance of a business entity is generally described as its ability to reach certain results which are 
consequently compared in time and/or in space. Connected to growing and strengthening global competition, 
company´s performance is joined with its chances on staying on market, and innovations are necessarily conjoined to 
these chances as well. Currently, innovations are a critical process at maintaining place on a market, and this way at 
maintaining the going concern of a business entity.  
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Going concern is one the basic concepts of business theory. It represents the assumption that life of a business 
entity is theoretically unlimited. In practice it is generally known that business entities close down for various 
reasons. The most reasons have their roots in company´s inability and inefficiency to react on changes in both, 
internal and especially external environment where factors of the market situation are the most serious. Economic 
life of products and technologies is not unlimited and only those business entities which are able to react to the 
changes in customers´ needs and expectations are survivors. 
The only tool, how to “survive” on highly competitive global market are innovations. According to Wright 
(2012): “to innovate means to regenerate”. Number of companies fell into decline or recession phase righty because 
they did not regenerate – did not innovate (Wright, 2012).  Currently, innovations seem to be a crucial process in 
companies in order to at least maintain or even improve their competitiveness. Global competition puts the stress on 
continual improvements in every sphere of business entity´s activities. This way, innovations are the almost only 
tool to maintain customers, subsequently to keep the place on a market or the market share, and then to sustain the 
financial performance of a company, it means to maintain the going concern of a company.  
In the context of innovations and innovation capacity or potential, mainly small and medium-sized enterprises are 
accentuated. SMEs represent very important part of every developed economy while this sector is under 
considerations in each market economy. Small and medium-sized enterprises play substantial role also in the EU 
measure. Here the SMEs take the share about 99 per cent of all registered business entities. Nevertheless, despite the 
number of small and medium-sized enterprises, in the strong competitive pressures of large companies, it is just a 
marginal and unattractive area of markets that remains to SMEs. Within that issue, many authors have already tried 
to prove that the innovation potential of SMEs is different than the innovation potential of large enterprises, as well 
as innovation in SMEs are conducted by other means (see e.g. Naver & Slater, 1990; Verhees & Meulenberg, 2004, 
Cohen & Klepper, 1996; Avermaete et al., 2003). 
2. Objective and Methodology 
On general level, innovations can be determined as something that adds value. Nevertheless, even if the 
definitions are differing, all are based on the same. For the purpose of this paper, the definition of innovation 
corresponds with previous work of the authors (see Tabas, Beranova & Polak, 2010) where innovation is defined as 
a change which leads to benefits (profits) for individuals, for a company, or for a society while these benefits are 
economic benefits, not only the accounting ones. Within the study, only technical innovations have been 
investigated.   
Among other consequences, maintenance of going concern is basic prerequisite of application of income-based 
methods of company valuation. Consequently, if the innovations are a necessary condition for long-term existence of 
a business entity than innovations have to objectively influence also the value of a company, i.e. innovations are 
potentially one of the value generators.  
Objective of this paper is to determine the effect of technical innovations on income-based value of a company. 
The approach selected in order to measure an effect of technical innovations corresponds with the definition of 
innovation mentioned above. For purposes of this work, value of company is calculated as the perpetuity of cash-
flow. This is the method of company value calculation when zero rate of company´s growth is supposed, i.e. for 
company with the investment on level of replacement only. This approach is objectively the most suitable for the 
purpose of this work; finding an answer for question what would the company´s value be if the company continues 
without any change.  
In order to identify this potential effect of technical innovations the primary research has been preceded on the 
statistical sample of 100 small and medium-sized enterprises, legal business entities operating in the Czech Republic. 
Their income-based value was investigated during the five-years period from the year t−2 to the year t+2 where t is 
the year of realization of the technical innovation. Data of companies in the statistical sample were acquired by the 
questionnaire in order to identify the year of innovation realization and other data for a company specification. 
Subsequently, these companies were divided into the groups according to their business activities under the NACE 
classification, nevertheless the superior classification into production companies, service companies and trade 
companies is considered as a primary one. 
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As the value of company is absolute value, it cannot be compared among companies. Methodically, the changes 
in company´s value have been observed in the form of index of value growth. Besides this analysis, the ratio of 
income-based value to book value of company and its changes in the determined five years have been analysed as 
well. It is also important to point out that the income-based value is calculated as the gross value, i.e. debts are not 
deducted. 
Results of this analysis are subsequently combined with the result of previous works of authors, where the 
influence of technical innovations on company´s gross production power has been observed, and the effect of 
technical innovations on company´s performance based on financial plan, i.e. the rate of company´s growth was 
measured as well. Both, the gross production power and the company´s rate of growth are explicitly reflected in the 
value of a company.  
Income-based company valuation represents a summary of assumptions concerning to the future of company. 
These assumptions are compiled in the company´s rate of growth and subsequently in the financial plan. The aspects 
of company´s financial position and performance are projected in the discount rate. Then it is obvious that 
realization of innovation, as it influences company´s financial performance, the discount rate is also changed in this 
context. Income-based value of company is consequently influenced by both, the cash-flow and discount rate.  
3. Results 
Technical innovations are defined as product or technological innovations consisting of introduction of new 
products and technologies, and of substantial technical improvement to current products and technologies used (Oslo 
Manual (Innovation), 2005). It means that technical innovations are subsequently divided into product and process 
innovations, and consequently according to the level of novelty beard by the innovation. This also implies that each 
type of innovation would necessarily have different impact on company´s performance. This was already proved by 
previous research of authors (see Tabas et al., 2012). Finally it also means that effect on company´s income base 
value would differ as well while it is the primary reason for division the observed companies into three groups as 
mentioned above.  
When focusing on the changes in income-based companies´ values in total, the analysis shows that income-based 
value of analysed companies is almost stable before realization of technical innovation in total average the change is 
from about −8 per cent to +8 per cent, respectively, in the year t−2 the average growth of income based companies´ 
value comparing to previous year of 8.42 per cent is observed. In the year t−1 there is average decrease of 7.60 per 
cent. These are only marginal changes when considering the inflation and the general economic growth as the 
minimum influences of company´s growth. In the year t, i.e. the year of technical innovation realization, there is 
already substantial change observed. The average index of income-base value change is 1.2162 which means that 
there is average growth in companies´ value of almost 22 per cent. Subsequently, in the year t+1 the index of 
income-based value change has the average value of 1.6433 which means really important change in company´s 
value. In the year, the rate of growth of companies´ value starts to slow down; the index of income-based value 
change has the average value of 1.1312. Nevertheless, in this context it is necessary to point out the income-based 
value to book value ratio is constantly decreasing, from the value of 1.7177 in the year t−2, to the value of 1.5474 in 
the year t−1, to the value of 1.2925. In this connection, it is obvious that when the income-based value is almost 
stable the book value, i.e. denominator in the ratio is increasing. 
Nevertheless, when these summary results are segmented according to groups of companies, i.e. production 
companies, service companies and trade companies, different effect of technical innovations in these basic branches 
are visible. When the production companies are separated, these companies are characteristic with specific features. 
The statement that income-based value of company is almost stable in average is fully true in case of production 
companies. The change in company value in the year t−2 in comparison with the previous year is +3.50 per cent, in 
the year t−1 it is −7.4 per cent. In the year of technical innovation realization the income-based value of company 
already increases. The index of income-based value change has average value of 1.3186; it is for 10 per cent point 
higher increase than the average of the whole statistical sample. But very high increase in income-based value is 
observed also in the year t+1 when the index of income-based value change has the average value of 1.8401. In the 
year t+2 the value of company is still increasing, but the rate of growth slows down while the index of income-based 
value is 1.1850 in average. When investigating the income-based value to book value ratio, there is not any visible 
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trend in the years of t−2 and t−1. Interesting is the comparison of average values of this ratio between the year t and 
t+1 where no change is observed here. It means that the technical innovation induces the same changes in both, in 
the book value of company as well as in its income-based value. Nevertheless, in the year t+2 average value of this 
ratio is only 0.9506 which means that income-based value is lower than book value of company´s capital. This 
shows the fact that value generators have decreased faster than book value. 
Such development of income-based value in production companies is proving the results of authors´ previous 
research on technical innovations´ effect on financial performance of company where they have concluded that 
technical innovations in production companies are focused on reduction of production costs rather than on increases 
of sales. These innovations consequently requires not only investments to new technologies but also subsequent 
expenditures e.g. to working capital which are not affecting directly the profit, but which inevitably affect the free 
cash-flow of company.  
Analyses elaborated on the sample of service companies show the results different from those of production 
companies. Also for the service companies it is fully true that the income-base value of companies is almost stable 
before the realization of technical innovation. Even if there is no decrease between the years observed before the 
year of technical innovation, there is 5.03 per cent increase in the year t−2 and 7.84 per cent increase in the year t−1. 
In the year of technical innovation realization, i.e. in the year t, there is only negligible change in average income-
based company value of 0.92 per cent in comparison with the previous year. But the real increase in companies´ 
value is observed in the year t+1 where the index of income-based value change has average value of 1.5323 which 
meant that between the years t and t+1 the income-based value of service companies has increased for about 53 per 
cent in average. In the next year, the year t+2 the growth of companies´ values is stopped again, respectively it is 
returned on the level of year t−2 and t−1, the years before technical innovation realization, when the change in value 
between the years is 4.02 per cent. Nevertheless the income-based value is stable on higher level. When regarding 
the analysis of income-based value to book value ratio there was a significant increase in value of this ratio, from the 
average value of 1.8072 in the year t, to the average value of 3.1100 in the year  t+1 while in the year t+2 the ratio 
decreases to its average value of 1.4886.  
In the thirds partial sample of companies, i.e. trade companies, the results are much different from those 
connected with production and service companies. When regarding the income-based value of company, in average 
it is unchanged by realization of the technical innovation. The changes in companies´ values between two years, 
respectively the indexes of income-based value change are 1.096 in the year t−2, 0.7657 in the year t−1, 0.9523 in 
the year t, 1.0613 in the year t+1, and 0.9901 in the year t+2. Decrease in financial performance of trade companies 
in the year t−1 which is reflected as a sum in the decrease of income-based company value of 23.43 per cent in 
average could be assumed as a motivational factor to financial performance renewal. Nevertheless, the effect of 
technical innovation here consists in stabilization of company´s value on lower level only. The decrease in 
companies´ financial performance is also visible at the development of income-based value to book value ratio 
which is decreasing until the year t+2 and then it is stabilized around the value of 1.12 which means that income-
based value of trade companies is only slightly higher than book value of companies´ capital.  
Described influences of technical innovations on the income-based company value are summarized and 
graphically interpreted at the following graphs (Fig.1 and Fig. 2). 
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Fig. 1. Average changes in companies´ income-based value 
Source: Tabas et al., 2012 
 
 
Fig. 2. Average values of income-based value to book value of company ratio 
Source: Tabas et al., 2012 
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When these results are compared with results of authors´ previous research which are in summary presented on 
the graph bellow (Fig. 3), it is visible that the effect of technical innovations is again the highest in production 
companies while it is the lowest in trade enterprises. Also when comparing the length of the effect of technical 
innovation, it is longer and more stable in production companies. These facts are possible to arise from the scope of 
competitive advantage reached by the technical innovation. For competitors it is objectively more difficult to imitate 
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Fig. 3. Effect of technical innovations on financial performance of SMEs 
Source: Tabas et al., 2012 
 
These results have been reached by analysing the gross production power of company (EBIT/Assets) when its 
deviation from the industry average was observed (see Tabas et al., 2012). When taking into account that gross 
production power of company is the profitability ratio based on EBIT than this is also a part of income-based 
company value. Nevertheless, the income-base value is based on cash-flow which is calculated as sum of profit, 
interest expenses and depreciation, because the calculated income base value is gross value, i.e. value of company 
for both groups of investors, for owners and for creditors. As the changes measured in gross production value and in 
income-based value of company are different, it is obvious that difference between EBIT and cash flows play 
important role here, i.e. depreciation mainly. Subsequently, when calculating the income-based value as perpetuity, 
the discount rate is the key factor as well. This way, the change in capital structure and total financial position and 
performance is reflected here. Then, the key factors of difference are depreciation and discount rate, respectively the 
change in capital structure. It arises from the analyses that the discount rate (WACC) is changed mainly by changes 
in indebtedness in the analysed production companies while depreciation of fixed assets is increasing. It means that 
technical innovations in production companies are really focused more on changes in technologies, i.e. lowering of 
production cost, rather than increases in sales which is the biggest difference in the nature of technical innovations 
realized in the service companies, where the innovations are focused mainly on the scope of services provided, and 
in the trade companies where the most technical innovations consists in a scope of range of goods and additional 
services provided.  
4. Conclusion 
Objective of this paper was to determine the effect of technical innovations on income-based value that cannot be 
decreasing in the course of time in order to maintain the company´s going concern. In their research, the authors 
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realized analysis of development of income-based value in 100 small and medium-sized enterprises operating in the 
Czech Republic in their basic classification into three groups, i.e. production enterprises, service enterprises and 
trade enterprises. 
The result of income-based value analysis shows different effects of technical innovation on going concern of a 
company within the defined three groups of companies. The highest and also the longest effect is observed in 
production companies where the technical innovations are focused mainly on reduction of production costs and 
where the innovations are relatively also more difficult to be imitated by competitors. On the other hand, in service 
companies, the effect is also relatively high but it lasts for quite short time, especially because of the nature of 
technical innovation consisting mainly in the scope and manner of services provided. Almost no effect is visible in 
the trade enterprises where the technical innovations are the necessary tool to maintain company´s going concern 
even if in unchanged progress, with no effect in company´s income based value. 
Objectively, in some branches, typically in the service and trade companies, imitation is much easier for 
competitor then in production companies, among others because of possible patents or other form of intellectual 
property protection. Then, in the environment of globalization increasing pressure on competitiveness it is evident 
that innovations are a key to maintain the place on a market based on on-going competitiveness. 
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